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The economic theory of “monopolistic competition” has changed the anti-trust 
| law, while other legislation prevents vigorous price competition. 


Competition and the Law 


NE of the most important problems in 
America today is the problem of bigness, 
monopoly, and competition. I am very firmly 
convinced that dynamic competition, vigorous 
enterprise in competition, is the greatest safe- 
guard of our enterprise system. We can count 
ourselves very fortunate that we have had 
this vigorous dynamic competition as our tra- 
dition in America, and we can count ourselves 
fortunate that there has been a public policy 
of encouraging competition and discouraging 
and preventing monopoly. But there have 
been a lot of developments in this country 
over the last dozen or 15 years that begin to 
raise some very real questions as to who are 
the real supporters of competition and who 
are its chief enemies. 

Well known are the current outbursts 
against business bigness. A conspicuous ex- 
ample is the suit against A & P, which threat- 
ens the functional disintegration of that great 
enterprise. Familiar, of course, also are the 
suits against duPont and the Aluminum Com- 
pany, the Standard Oil Company of Indiana, 
and the Standard Oil Company of California, 
the Sun Oil Company and others. Some of 
those are Sherman Act suits, some are Robin- 
son-Patman Act suits, and some are combina- 
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tions of both. I venture to make the assertion 
that many other businesses, not directly under 
attack in the courts today, are for the most 
part following policies that would lay them 
open to exactly the same kind of attack that 
is represented in these suits. 

And there is more to come. Congressman 
Celler’s investigation of monopoly is seeking 
to dig up material for antitrust suits in a num- 
ber of different industries. Also, Mr. Patman 
still has some proposed new legislation up his 
sleeve, including a bill to prevent a chain 
from offsetting losses in one store against 
profits in another for income tax purposes. It 
begins, in fact, to look as if success in busi- 
ness is getting to be illegal. Recently in a talk 
Mr. Goldthwaite Dorr of the New York bar 
made this statement: 

. . . Even though a concern has exercised 
only that type of business energy and sound 
judgment which act by act is beyond re- 
proach in seizing upon opportunities for the 
development of its business, apparently 
there may come a time when the courts will 
say to it: “You have carried on your proper 
effort to compete efficiently and decently 
too successfully. You now have a percentage 
of the business which is such that at some 
moment in your course, you became a crim- 
inal. You should not have entered all the 
doors of honest business opportunity that 
opened to you.” 

Specifically, the question is now looming up 
as to whether bigness is in itself illegal. If 
you ask anybody in the Department of Justice 
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or the Federal Trade Commission “Is bigness 
illegal?” they of course say “No, bigness is 
not illegal.” But when you press the question, 
particularly when you carry it-dewn into the 
individual cases that are being tried today, 
what you get apparently is this kind of state- 
ment: “The unexercised monopoly power 
which accompanies bigness is illegal.” 

How did this situation come about? I think 
there are at least two strands of development. 


The Theory of “Monopolistic 
Competition” 

First of all there is the changing interpreta- 
tion of the Sherman Act. There used to be 
some pretty definite signposts under the Sher- 
man Act. You knew that if you conspired 
with your competitors to fix prices or control 
output or allocate markets, you were likely 
to get into trouble. That gave you something 
to go on. But those days have changed. You 
can be convicted under the Sherman Act to- 
day without ever sitting down with your com- 
petitors or conspiring in any way. How does 
that come about? To a considerable extent it 
comes about because of the development of 
certain economic theories, those theories which 
commonly are grouped together under the 
broad term “monopolistic competition.” 

About 20 years ago, or a little more, some 
of the economists began looking at the busi- 
ness world and perceiving that the way busi- 
ness was actually carried on didn’t fit the old 
textbook theories very well. They saw that 
the old textbook theories of pure competition 
on the one hand and monopoly on the other 
were rather artificial, that actually it was 
pretty hard to find a business situation that 
was a Clear case either of pure competition or 
of pure monopoly. Instead there were a lot 
of in-between situations, particularly where 
there were a relatively small number of large 
concerns in a particular industry, each of them 
having a healthy respect for the others and 
tending to make his business decisions with 
at least one eye and one ear cocked toward 
the probable reactions of his competitors. So 
these economists coined a name for this in- 
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between situation and called it “monopolistic — 


competition.” They said “Even though there 


is no clear-cut monopoly here and no collusion, — 


these big companies tend to behave as éf they 
were in cahoots.” 
This was a new development in economic 


theory, and from an intellectual standpoint | 
probably had something to recommend it; — 
though I personally feel that it fell far short — 


of giving an accurate picture of competition 
as it exists in business today. Also, the name 
which they hung on it, “monopolistic compe- 
tition,” though they may not have intended it 
that way, clearly conveyed to many minds the 
idea that there was something wrong or im- 
moral about this kind of competition. 
Monopolistic Competition and 
Public Policy 

The bad part came when this economic 
theory of monopolistic competition was taken 
over rather uncritically by the commissions 
and the courts, particularly by the lawyers 


and economists who work for the Department — 
of Justice and the Federal Trade Commission. — 
Now these people look at an industry, and — 


say, in effect, “Here are three or four or seven 
or eight big companies in this industry, and 
from the way they behave, according to such 
evidence as use of delivered prices, rigid 
prices, price discrimination, rebates, price pro- 
tection, identical prices in a particular market 
for homogeneous goods, you might think they 
had got together in a conspiracy. Of course 
we can’t prove that they got together. Maybe 
they didn’t ever get together. But they behave 
in the same way as if they had got together, 
and they certainly have the power to oppress 
their small competitors if they ever did get 
together; and therefore we think they are 
guilty under the Sherman Act.” 

So today the Sherman Act is being pulled 


more and more into a condemnation of — 


monopolistic competition. It used to be true 
that if the government couldn’t prove that 
you had conspired you were presumed to be 
innocent under the Sherman Act. Today you 
get hauled into court, the government lawyers 
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point to these various evidences of as if col- 
lusion, and put the burden of proof on you to 
prove that you are engaged in pure compe- 
tition as measured by the rather unreal and 
theoretical earmarks of such pure competition, 
such as large numbers of buyers and sellers, 
complete mobility of prices, lack of any con- 
trol of its own prices by any one firm, and 
so on. Then when you can’t measure up to 
these theoretical earmarks of pure competi- 
tion, you are presumed to be guilty under the 
Sherman Act. You may not have put undue 
pressure on your competitors, but the mere 
fact that you have that power and you might 
have used it makes you guilty. 

In what I have just said I am probably 
overstating the case somewhat for the sake of 
emphasis; but there has taken place in some 
20 years’ time this very marked change in the 
interpretation of the Sherman Act. What it 
comes to is that the people who are winning 
the cases today, and that goes for most of the 
cases recently decided under both the Sherman 
Act and the Robinson-Patman Act, are really 
the theoretical economists who have formu- 
lated these theories of monopolistic competi- 
tion. I don’t mean to imply that in developing 
these theories they weren’t genuinely trying 
to improve the state of economic theory to 
make it more realistic, because they were. But 
their theories, perhaps not always fully under- 
stood by the government economists and law- 
yers, have been carried over today into a very 
different kind of interpretation of the Sherman 
Act from that to which we were accustomed 
some 20 years ago. 

The Protection of Competitors 

There is another strand of development in 
this current problem of bigness, monopoly, 
and competition which has come in from quite 
a different angle, and that is the angle of pro- 
tecting competitors. This second strand is one 
aspect of our intense preoccupation today with 
the idea of security. The same kind of emo- 
tional urge that lies behind the demand for 
pensions and all the other social security de- 
mands which we have seen also serves to ex- 
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plain the demand of the small businessman, 
the small competitor, to be protected from 
anybody ever stepping on his toes. This pro- 
tection of competitors is embodied in the 
Robinson-Patman amendments to the Clayton 
Act. It is a statute which probably a great 
many businesses are violating, most of them 
through ignorance; but sometimes I wonder 
whether we could do any large volume of 
business in this country if they didn’t. 

The basic language that was added to the 
Clayton Act by the Robinson-Patman amend- 
ments are to the effect that it is unlawful to 
make discriminations which tend to “injure, 
destroy or prevent competition with any per- 
son who either grants or knowingly receives 
the benefit of such discrimination or customers 
of either of them.” 


“Injuring Competition” 

What is the difference between “injuring 
a person’s competition with somebody” and 
“injuring a competitor”? There isn’t any. So 
by its roundabout language, and without ex- 
plicitly saying so, this Act forbids injury to 
a competitor. What it says is tantamount to 
the protection mot of the general concept of 
competition, which certainly was the objective 
of the Sherman Act and certainly was the 
objective of the old Clayton Act, but the pro- 
tection of individual competitors. No com- 
petitor is to be injured. That is essentially 
what the Robinson-Patman Act says—that no 
competitor is to be injured. So you can go 
ahead and compete all you want to, but don’t 
make prices so that anybody can hurt anybody 
else. Compete, but be very careful how you 
do it on a price basis; if you are a manufac- 
turer, don’t enable one of your customers to 
take business away from another of your cus- 
tomers on a price basis. Now of course you 
have the out—and it’s the only out that you 
really have under the law—that if you can 
prove it costs you that much less to sell to 
the favored customer, then you're in the 
clear—but try to prove it! Very few people 
have been able to make a successful cost de- 
fense under the Robinson-Patman Act. 
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Soft Competition vs. Hard 
Competition 


All this seems to envisage a situation in 
which the ideal of competition would be that 
nobody ever got hurt. Well, if nobody ever 
gets hurt, you haven’t got any competition. 
The essence of competition is that some people 
are made uncomfortable, they have to squirm, 
and occasionally some people have to go out 
of business if they haven’t kept up with the 
modern methods being introduced in their line 
of trade. If you carry the spirit of this law 
through to its ultimate implications, it means 
that you don’t have any competition. It is 
essentially an attack on competition; but it’s 
taken us a dozen years or more to realize these 
implications of the Robinson-Patman Act, and 
to see that the Robinson-Patman Act is really 
an attack on the Sherman Act. The Robinson- 
Patman Act is essentially aimed at preventing 
any kind of vigorous price competition; it 
calls for soft competition, not hard competi- 
tion. And yet both the Robinson-Patman Act 
and the Sherman Act have proved very effec- 
tive instruments in the hands of lawyers and 
politicians who want to attack the basic idea 
of business bigness. 

So it seems to me that the government, be- 
cause of its acceptance of these imperfect and 
inadequate economic theories, and because of 
the ignorance of lawyers, legislators, and 
judges of the way in which competition ac- 
tually works, really emerges today as one of 
the chief enemies of competition. I think we 
have reached a point where if we go very 
much farther we might about as well pass just 
one single-sentence law, rolling these things 
all up together, and simply saying “marketing 
is illegal, period.” I say that because your 
power to follow a price policy which you think 
will produce the best results, not necessarily 
produce the most profits, but bring the best 
long-run results for you and your customers 
and your employees, your power to decide on 
the distribution policies by which you will 
distribute your merchandise, your power to 
decide on the use of various types of sales 
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promotion, cooperative deals, advertising al- 
lowances, and so on—all those powers are 
steadily being restricted by the interpretation 
placed on these acts by the Department of 
Justice and the Federal Trade Commission. 


What Can Businessmen Do? 


What can we do in this situation? What — 


can businesmen do? May I in closing just 


venture a few suggestions? First of all I think | 


you as businessmen should make yourselves 
thoroughly acquainted with these problems. 
Many of you have done so already. Read and 
study some of these cases and decisions, and 
get so that you can be articulate about them, 
have some opinions about them that you can 
discuss intelligently with other people. And 
don’t hesitate to speak up about it if you 
feel that some of these decisions are grossly 
unjust or take no account of economic real- 
ities. 

Also, I think it’s very important for your 
businesses to support fact-gathering and de- 
velopment of realistic economic theory. It is 
exceedingly difficult to collect business facts. 


Business facts are tremendously complex; it’s — 


hard to get the full business and economic 
picture. We have spent in the Harvard Busi- 
ness School alone over the past 25 years some- 
thing over four million dollars in the collec- 
tion of business cases. And yet those 18,000 
or 20,000 cases make only a small beginning 
at getting all the business facts that ought to 
be available if we are going to evolve some 
economic theory that really is on a par with 
the other social sciences. 


Economic Theory Today 


The trouble with economic theory today is 
that it’s still too much in that same stage of 
scholasticism as when the medievals used to 
debate how many angels could dance on the 
point of a pin. Economic theory has not been 
solidly based inductively on business facts. 
But it takes a lot of money to collect business 
facts. And when you consider the pecple who 
are teaching economics in colleges and schools 
throughout the country, they haven’t got the 
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money and they haven’t got the time. What’s 
the easy thing for them to do? You and I 
would do the same thing in their circum- 
stances. The easy thing for a professor to do 
in order to write a book and get promoted is 
to study somebody else’s books and somebody 
else’s articles and then spin out some new 
theories and put them in a new book. 

And then somebody else picks up that book 
and a couple of other new books, and then he 
writes a new one, with nobody ever getting 
to look carefully and comprehensively at the 
facts, or to see their complexity, and the ex- 
tent to which they are changing. Again I ad- 
mit that I am exaggerating; but there is en- 
tirely too much of that flavor in the way in 
which economics is developed and taught in 
American colleges today, with the result that 
we have immature people coming out of those 
colleges with half-baked notions. 

It’s going to be a big job to develop a 
realistic economics, but it’s a job that’s got 
to be tackled; and I hope that business will 
support any efforts to collect facts—and any 
efforts to finance the collection of facts—of 
the kind that will serve as a real basis for 
establishing sounder economic theory. 

Also, I think you should be willing to show 
the facts of your business. Go out of your way 
to make it possible for anybody who is inter- 
ested, especially academic people, teachers, 
students—college students, high school stu- 
dents—to learn the facts of your business. 
Devote thought to analyzing and presenting 
the economics of your industry. And in that 
way try to encourage more realism in school 
and college teaching. It is not a bad idea— 
and some companies have already done this— 
to set up some fellowships whereby you make 
it possible for some teachers of economics to 
come into your business at a respectable sal- 
ary and spend a year or two really finding out 
what goes on there. 


Revision of Robinson-Patman Act 


With respect to the argument about so- 
called “unfair competition” I urge you when 
you get a chance to press for a revision of the 
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Robinson-Patman Act in the direction that is 
indicated by Commissioner Lowell Mason’s 
dissent in the Standard Oil of Indiana case 
and also by the book written by Mr. Corwin 
Edwards, one of the economists of the Com- 
mission, in which he said “. . . injury to com- 
petition should be defined as injury to the 
vitality of competition in the market, not as 
injury to competition between particularly 
designated competitors nor as injury to a par- 
ticular competitor . . .”' To my mind revision 
of this Act to make it clear that it means in- 
jury to the concept of competition, injury to 
the general state of competition—not just in- 
jury to competitors—is imperative. 

I also urge that in a revision of this Act 
there should be a loosening of the present 
cost defense strait-jacket; under the present 
wording it is pretty difficult for anybody to 
use cost as a really good defense. This lan- 
guage needs to be revised to permit a recog- 
nition of various marketing functions, includ- 
ing functional integration and other truly 
competitive factors in price-making. After all, 
it isn’t costs alone that make prices; and yet 
the Act reads as if it were costs alone that 
ought to determine prices. That clause ought 
to be relaxed to give a little more leeway for 
the play of the various other competitive fac- 
tors that do in fact determine price. Included 
among those factors should be the concept of 
compensation for bona fide business services 
rendered without regard to what particular 
institutions perform those services. 


Tough, But Fair, Competition 

Thus I urge that the present argument with 
respect to so-called unfair competition ought 
to be resolved on the side of really “tough” 
competition, not “soft” competition; compe- 
tition should be tough but fair. What is the 
test of fairness? Well, I'll suggest a very 
simple one to you, namely, that you ought to 
be perfectly willing to tell anybody what your 
competitive practices are. If you have things 
in your competitive practices, your pricing 


1Corwin Edwards, Maintaining Competition: 
Requisites of a Governmental Policy, p. 168. 
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practices, and so forth, that you feel you’ve 
got to keep under the table, and you don’t 
want to tell anybody about, then I’d have 
some suspicion that they weren’t completely 
fair. But so long as your competitive practices 
are such that you are perfectly willing to lay 
them right out on the table and tell everybody 
about them, then they are presumably fair. 
And so, gentlemen, I congratulate the food 
distribution industry on its remarkable 
achievement in cutting distribution costs over 
the last quarter of a century, an achievement 
which stands almost unique in the field of 


marketing. And I have every confidence that 
you will go on to new achievements in food 
marketing efficiency so long as you continue 
to have ideas, and so long as you continue to 
maintain vigorous, dynamic competition, in- 
cluding price competition. And in order to 
maintain that kind of competition in this 
country I am convinced that it is up to busi- 
nessmen everywhere, large and small, to stand 
up and be counted on the side of real compe- 
tition. Today the enemy of vigorous compe- 
tition in this country is not nearly so much 
big business as it is big government. 


BUSINESS 


PERSONAL INCOME 


Personal Incomes in 1950 totaled $223 bil- 
lion and were the highest in history, out- 
distancing prosperous 1948 by $13 billion and 
1949 by $17 billion, according to the Com- 
merce Department. Farm Income in 1950 was 
$300 million below 1949’s $17,900 million; 
but wage and salary earners, landlords, pro- 
prietors, stockholders, and all other major in- 
come groups bettpred their 1949 earnings. 
Corporate dividend disbursements in 1950 
totaled $9,400 million, 20 per cent ahead of 
1949, due largely to a 30 per cent pickup in 
the last half of 1950 over the first half. 
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NPA INFORMATION 

National Production Authority regulations, 
orders, forms, press releases and related ma- 
terial, issued by the Department of Commerce, 


Division of Printing Services 
Attention: E. E. Vivian 
Room 6225 


Washington 25, D.C. 
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STATE EXPENDITURES 


States spent $88.10 on each of their inhabi- 
tants in 1950 compared with $82.27 in 1949. 
But they collected only $78.98 in 1950 com- 
pared with $76.28 in 1949 and that included 
federal grants. Borrowings showed a sharp 
increase in 1950, to $9.81 per person com- 
pared with $5.02 in 1949. Total state expendi- 
tures in 1950 amounted to $12,800 million, 
almost double 1946 expenditures, the Com- 
merce Department reported. 


SMALL, BUSINESS 


An office of small business has been created 
in the National Production Authority. The 
office will have no direct power to award con- 
tracts or assist in financing of defense produc- 
tion. It can help small businessmen keep 
abreast of defense needs and show them how 
to go about getting contracts for defense pro- 
duction. The office is now issuing daily lists 
of pending Government purchases, which are 
available at 4,500 places in the country, in- 
cluding local chambers of commerce, many 
state industrial commission offices and Com- 
merce Department field offices. 
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can now be obtaineZ from the Department 
: in Washington. Ad all requests, orders 
and remittances to: . 
U.S. Departmen} of Commerce ‘ 
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management and labor. What are they and 


| Defense production means new “headaches” for 


bow can they be avoided? 


Labor Problems in the Emergency 


LLECTIVE bargaining will not stop as 

a result of the imposition of government 
controls. There remain many vexing problems 
in union-management relations; new ones will 
be added by the complex pressures of war- 
time regulation. Most of them, I hope, will be 
solved at the bargaining table rather than by 
the action of government boards. Experience 
has taught us that the decisions of government 
boards cannot build the solid and enduring 
structure of relationships in which the needs 
and functions of both unions and manage- 
ment are respected and the potentialities of 
the individual worker for constructive and 
satisfying employment are largely realized. 
Fortunately, the 1950 settlements in the auto- 
mobile, steel, and other major industries, and 
the conclusion of numerous labor pacts on a 
long-term basis, set the stage for harmony and 
the acceptance of responsibility on both sides. 


Wage Controls 


Imposition of wage controls will inevitably 
pose a host of problems for management, 
labor and the government. The Defense Pro- 
duction Act of 1950 provides that, in stabiliz- 
ing wages the President must give due con- 
sideration to “such relevant factors as he may 
determine to be of general applicability” and 
make “such adjustments as he deems neces- 
sary to prevent or correct hardships or in- 
equities.” Under the Act the President is re- 
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quired to declare a “line” (i.e., impose a wage 
ceiling) in any industry in which price ceilings 
have been established after giving effect to 
such factors as changes in industry prices, 
changes in the cost of living, and wage in- 
creases in the industry, or in comparable 

Despite the order “freezing” wages as of 
January 26, wage stabilization remains a pre- 
carious matter of balancing relationships 
which are now seriously distorted in many 
industries. It is estimated that 40% of all 
wage earners have received no increases since 
1949. The withdrawal of the labor members 
from the National Wage Stabilization Board 
poses a serious problem. Imposition of wage 


controls without the acquiescence of organized | 


labor may be ineffective, and at best strikes a 
body blow at the principle of collective bar- 
gaining. We may anticipate that some way will 
be found to secure labor’s participation in the 
government program, and that the program 
will allow selected increases in prices and 
wages to restore “parity” and mitigate hard- 
ships. 

The National Wage Stabilization Board 
may, in individual cases, seek to correct mal- 
adjustments within industries on the basis of 
the 1950-51 “pattern” if one has been estab- 
lished for the industry. It may even seek to 
eliminate inequities as between “related” in- 
dustries, as the National Wage Stabilization 
Board did during the reconversion period fol- 
lowing World War II. On the other hand, the 
present Board may refuse to consider com- 
parisons of this kind on the basis that his- 
toric wage differentials between industries set 
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by free collective bargaining are normal and 
should not be disturbed. 

Presumably, after a “line” has been fixed 
for wages, either in a particular industry, or 
in the entire economy, any further wage ad- 
justments will be based upon findings that 
“hardships or inequities” exist and should be 
corrected. This would seem to leave some 
room for continued application of the “esca- 
lator” clauses now prevalent in many labor 
contracts, tying the wage rate automatically 
to the Consumers Price Index of the Bureau 
of Labor Statistics. Management and labor 
spokesmen in the automotive field have united 
in an appeal to the economic stabilization offi- 
cials for preservation of this formula. It is diffi- 
cult to see how, if a “line” is to be maintained 
successfully, the current provisions in wage 
contracts for “annual improvement” can be 
given effect, literally, but some upward adjust- 
ments for increased labor productivity may be 
allowed. 

Mr. C. E. Wilson, President of General Mo- 
tors has stated that, in his opinion, “improve- 
ment” increases will not have an inflationary 
effect. Labor union spokesmen have said that 
workers must share in the benefits of increased 
output if they are to maintain their relative 
position in the industrial economy. 

Along with the general standards of wages 
for specified industries, the Wage Stabilization 
Board will probably devise many subsidiary 
guides to adjustment, such as those adopted in 
World War II by the National War Labor 
Board. The Board will have broad discretion to 
grant wage increases based on intra-plant in- 
equities, sub-standard conditions, and the ef- 
fective prosecution of the defense effort. 

The Beard cannot avoid taking note of the 
pressures of public opinion, especially those 
upon union leaders who are striving to cope 
with militant rank and file dissatisfaction. Pres- 
sures on union leaders from their members for 
wage increases will be tremendous, especially if 
one or more labor leaders, like John L. Lewis or 
Matthew Smith, Secretary of the Mechanics 
Educational Society of America, are able to 
demonstrate their ability to win extraordinary 


concessions for employees, with or without 
the consent of the government. We may hope 
that Congress will not complicate this em- 
barrassing problem by implying, as it did in 
the War Labor Disputes Act, that the rank 
and file are more patriotic than the union 
leaders. The strike votes taken under the Act 
resulted in overwhelming approval of “stop- 
pages in war production.” The men and 
women who voted in these elections had as 
many sons and daughters in the service as 
any other class of society. We cannot assume 
that any one group of Americans is less patri- 
otic or more patriotic than any other group. 

Acceptance of wage stabilization by labor, 
its leaders contend, can be secured only if work- 
ers are convinced there is equality of sacrifice 
on the home front. They will compare their 
gains and losses, not with those of our soldiers 
and sailors, but with those of other economic 


groups in our society. 
A New “Labor Board” 


The increasing complication of the defense 
production effort will require the establish- 
ment of a disputes agency in the government 
similar to the National War Labor Board. 
Possibly the Wage Stabilization Board, under 
Cyrus Ching, will be clothed with the neces- 
sary authority. Unions will press for repeal 
of the restrictions of the Taft-Hartley Act on 
the closed and the union shop. If the govern- 
ment sets up a new board for the handling of 
such disputes, it will probably award a “main- 
tenance of membership” formula in union 
security cases. It may go even farther and 
award the union shop clause or the modified 
form of that clause which exists in the Gen- 
eral Motors agreement. Many other problems 
will arise especially in connection with newly 
unionized concerns or industries. There will 
be disputes over union recognition, seniority, 
arbitration of disputes, discipline and dis- 
charge, and management functions. All these, 
and many similar problems, may ultimately 
find their way to compulsory arbitration by 
an agency similar to the National War Labor 
Board. 
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Manpower Requirements 
Manpower shortages will call for more and 
better training of employees and the extensive 
use of female workers, Negroes, part-time 
employees, older people, and the handicapped. 


Industry is scrutinizing its training program 


carefully, remembering that during World 
War II it was found possible to teach Rosie 
to be a capable riveter in a surprisingly short 
period of time. In an all-out war effort, the 
government may be expected to encourage 
training programs, and, if necessary, impose 
them on laggard employers. Problems with 
union representatives will arise when indi- 
vidual employees complain that the training 
is inadequate, or that seniority regulations 
have been violated, or that discrimination is 
being practiced in upgrading or promoting 
trainees. It may confidently be expected that 
unions will demand a voice in these matters 
(as in many others) if they believe the inter- 
ests of their members are in jeopardy. 

While no labor “draft” is in prospect, the 
production of necessary war materials cannot 
be hampered by the existing distribution of 
manpower. Consequently, some shifting and 
allocation of labor by the government through 
the offices of the United States Employment 
Service is probably to be expected. Such con- 
trols will be indirect and will probably oper- 
ate mainly on the employer rather than upon 
employees. For example, it may be made com- 
pulsory to obtain labor only through the 
offices of the United States Employment Ser- 
vice, which then will allocate available per- 
sonnel and even promote the migration of 
some workers. Employees may be required to 
obtain “statements of availability” before 
changing jobs. 

Defense production requirements will un- 
doubtedly entail inter-company transfer of 
skilled workers for the utilization of “most 
needed skills.” Conversion to war production 
will cause layoffs, which are apt to be exten- 
sive, both as to the number of men involved 
and duration in some industries, such as the 
automotive industry, where drastic retooling 
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is required. Workers will be encouraged to 
undertake temporary employment with other 
employers who have defense production under 
way. These changes will meet resistance be- 
cause of the workers’ accrued rights in sen- 
iority and in vacation, insurance, and pension 
plans. Where plants are closed, temporarily 
or permanently, or removed to new locations, 
or where transfers of product or equipment 
are accomplished, both unions and employers 
will find themselves unprepared to meet the 
problems of the workers. Our existing col- 
lective labor and pension agreements do not 
contain any clear and specific provisions to 
take care of these situations. Differences of 
opinion between employers, unions and gov- 
ernment representatives are bound to arise. 
Proposals may be made by the unions, for 
example, that the impact of dislocation be 
met by government payments, not merely of 
the unemployment compensation benefits, but 
the full wages and benefits which the em- 
ployee would have earned had he been con- 
tinued at his customary employment. Area- 
wide, industry-wide, and company-wide sen- 
iority arrangements may be sought by the 
unions. Wise employers will anticipate objec- 
tions from employees and their union repre- 
sentatives in advance, and, so far as possible, 
remove the causes of discontent before the 
occurrence. Some over-all plan may have to 
be devised and instituted, with the coopera- 
tion of industry and the unions, and under 
the sponsorship of the government, to mini- 
mize the impact of dislocation on the indi- 
vidual worker. 


The Non-Union Employee 


There will probably be a major effort by 
unions to organize groups of employees who 
are not now members. Increases in overtime 
hours may leave employee groups not covered 
by the Wage-Hour Act in a disadvantageous 
position. This is particularly true of foremen. 
Whatever the efforts to make foremen “man- 
agement-minded,” higher executives must ex- 
pect dissatisfaction if foremen are given less 
favorable pay treatment than the men they 
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supervise. Foremen’s unions are still active in 
industry, and would make a strong effort, 
despite the Taft-Hartley Act, to resume or- 
ganization if conditions were favorable. While 
it is unlikely that the Taft-Hartley Act will 
be repealed in the current session of Congress, 
it may be modified in important respects with 
the tacit consent of its supporters. Regardless 
of whether or not the Act is repealed or modi- 
fied, unions may find success in organizing 
white-collar workers and technical employees 
who, under the Act, are permitted the 
benefits of federal protection in the choice of 
a collective bargaining representative. Man- 
agement must concern itself with the attitude 
of these workers and, so far as possible, treat 
them no less favorably than unionized em- 
ployees. “Anti-union” campaigns, even as to 
supervisors, may be highly detrimental to 
production and morale. 


Communists and the Unauthorized 
Strike 

Although the problem of handling Com- 
munist sympathizers in our factories may 
seem to lie in the domain of security rather 
than collective bargaining, it may be expected 
that sympathizers with Russia will make every 
effort to promote employee dissatisfaction, to 
clog the grievance procedure, and to foster 
“wild-cat” strikes. Employers should devise a 
procedure for securing the cooperation of 
loyal employees, and especially of union rep- 
resentatives and stewards, in ferreting out, 


exposing, and discharging enemy-minded agi-. 


tators. No procedure, however, will be effective 
if management fails to convince employees they 
are receiving fair treatment. On the other hand, 
if legitimate grievances receive prompt and 
just disposition, workers will not follow the 
“Commies.” 
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Provided management has met its own re- 
sponsibilities for effective disposition of griev- 
ances, for the provision of safe and health- 
ful working conditions, and for the avoidance 
of arbitrary and unreasonable action, it should 
not hesitate to punish wild-cat strikers, even 
at the cost of shutdowns in war production. A 
firm attitude taken toward irresponsible and 
saboteur elements in the working force will 
ultimately produce more war material than a 
weak-kneed policy which yields to the pres- 
sure of outlaw activities. It would reflect 
great credit on American employers and work- 
ers, as well as on the democratic process we 
are striving to defend, if these problems can 
be handled by collective bargaining and not 
by government officials. 


Have a Constructive Policy 


Above all, it is necessary that employers 
adopt a stable labor relations policy. It will 
not do in the days ahead to blow hot and cold 
as the minds of management people change 
or as situations alter. This is the time to estab- 
lish a workable and responsible relationship 
with unions and their representatives in in- 
dustry. If wage inequalities exist within the 
plant, they should be straightened out by the 
adoption of a wage evaluation plan, or some 
other means. Every effort should be made to 
anticipate and remove dissatisfaction. The 
unions will be powerful in the councils of gov- 
ernment. They have great difficulties of in- 
ternal administration and leadership to work 
out. If management fails to adopt constructive 
policies, war production will be hampered. 
Then, necessarily, there will be more govern- 
ment control in areas historically reserved 
to management and in areas now generally 
regarded as within the scope of collective 
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BUSINESS BRIEFS 


CONSTRUCTION—1950-51 

Outlays for new construction put in place 
during 1950 amounted to the record-breaking 
total of $27,750 million, reported the Depart- 
ments of Labor and Commerce. The number 
of private housing units built, 1,400,000, far 
exceeded any previous year. The previous high 
was in 1949 when 1,025,100 homes were con- 
structed. 

Employment in construction work reached 
new peaks and output of many building 
materials broke all previous records, but, to- 
ward the end of the year, the need for curbing 
inflation and for conserving materials caused 
a different pattern to emerge. 

The outlook for 1951 indicates that private 
builders’ construction of new homes will be 
46 per cent below 1950 figures. Totai private 
building is expected to drop to about $15 bil- 
lion, 27 per cent below the 1950 figure. How- 
ever, increased public building and faster de- 
fense construction should bring the figure for 
total construction to about $22,500 million in 
1951, 20 per cent below the record 1950 level 
of $27,750 million. 

* 


MINERAL PRODUCTION | 


The value of mineral production in the U.S. 
in 1950 increased 11 per cent over 1949 and 
totaled $11,700 million, according to Interior 
Secretary Chapman. The figure compares with 
$10,600 million for 1949 and with the record 
of $12,300 million in 1948. The 1950 value 
represents some increases in prices, Mr. Chap- 
man pointed out, but, even so, the quantity of 
minerals produced was only 4 per cent below 
the record output of 1948. 

Of the total, $8,711 million represents fuels. 
Output of natural gas and natural-gas liquids 
set new records, while the petroleum pumped 
was only 2 per cent less than the 2 billion 
barrel high of 1948. 
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CAPITAL EXPENDITURES 


American business expects to spend a 
record $21,900 million this year on plant and 
equipment expansion provided defense re- 
quirements do not further restrict the use of 
labor and materials. This figure, according to 
the Securities and Exchange Commission and 
the Commerce Department, will be 21 per 
cent above the $18,100 million spent in 1950 
and 14 per cent over the previous high of 
$19,230 million reached in 1948. Of the total 
for all of 1951, some $4,810 million is ex- 
pected to be spent in the first quarter. 


ADVERTISING 


- National and local advertising in 1950 
reached a record dollar volume of $5,684,- 
700,000, Printer’s Ink, advertising trade maga- 
zine, reported. The estimate represents an in- 
crease of 9.3 per cent over the $5,202,200,000 
spent in 1949. 

Gains over 1949 listed by media were: 
Television 156.5 per cent, newspapers 11.7 per 
cent, direct mail 11 per cent, local and sec- 
tional farm papers 7.8 per cent, national out- 
door 7.5 per cent, and weekly magazines 7.5 
per cent 

* 


AVERAGE HOURLY EARNINGS 
OF MICHIGAN WORKERS 


The report of the Michigan Unemployment 
Compensation Commission discloses that the 
average hourly wages for Michigan’s indus- 
trial workers in the period January—July 1950 
were $1.714 per hour. Average number of 
hours worked was 42.3, and the average week- 
ly income $72.43 for all trades. Highest 
weekly wage was paid to metal working ma- 
chinery employees with $91.45; next were 
newspapers with $91.14. 
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INFLATION AND GROSS 


NATIONAL PRODUCT 


The Commerce Department has released 
the results of a study showing to what extent 
inflation has accounted for the increase in the 
gross national product in the past 21 years. 
(“Gross national product” is the Commerce 
Department’s comprehensive measure of the 
country’s output of goods and services.) 

The study shows that national productivity 
has increased sharply since 1929, even when 
rising prices are taken into account. But, when 
the effects of inflation have been removed from 
Government figures, the results show that 
productivity has not increased to the extent 
indicated by previously published Commerce 
Department figures. 

Until now, gross national product has been 
estimated in terms of current dollars. For 
1929, the figure was $103,800 million. For 
1949, it was $255,600 million. Preliminary 
estimates for the 1950 figure are set at 
$280,000 million. 

For its new study, the Commerce Depart- 
ment economists have computed gross national 
product in terms of 1939 dollars. On that 
basis, the growth picture looks somewhat dif- 
ferent. For 1929, the value of goods and ser- 
vices becomes $85,900 million, the 1940 figure 
becomes $142,300 million, and the 1950 esti- 
mate $153,000 million. 

Thus, the “real value” of goods and services 
produced by the nation increased between 
1929 and 1950 by about 75 per cent. Meas- 
ured in terms of current dollars, as the Gov- 
ernment has been measuring it, the increase 
is about 166 per cent. 

The department noted that the newly ad- 
justed measure also reduces the statement of 
the amount of decline suffered by the economy 
during the depression of the thirties from 
almost one-half to less than one-third. 

The accompanying table presents Com- 
merce Department figures for gross national 
product at both current dollars and at con- 
stant 1939-dollars for the entire period cov- 
ered by the study. 
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Gross National Product at Constant Dollars 
and at Current Dollars 


1929-1950 
Billions of Billions of 

Year 1939 Current 

Dollars Dollars 
1929 $ 85.9 $103.8 
1930 78.1 90.9 
1931 72.3 75.9 
1932 61.9 58.3 
1933 61.5 55.8 
1934 67.9 64.9 
1935 73.9 72.2 
1936 83.9 82.5 
1937 87.9 90.2 
1938 84.0 84.7 
1939 91.3 91.3 
1940 100.0 101.4 
1941 115.5 126.4 
1942 129.7 161.6 
1943 145.7 194.3 
1944 156.9 213.7 
1945 153.4 215.2 
1946 138.4 211.1 
1947 138.6 233.3 
1948 143.1 259.1 
1949 142.3 255.6 
1950* 153.0 280.0 


* Estimate 
Source: U.S. Department of Commerce, Office of 
Business Economics 


INDUSTRIAL PRODUCTION 


The Federal Reserve Board estimated in- 
dustrial production has increased more than 
10 per cent since the Korean War began and 
is now more than 20 per cent greater than a 
year ago. 

The board’s monthly index for December 
stood at 217 per cent of the 1935-39 base, 
compared with 215 per cent in November and 
179 per cent in December, 1949. Although 
representing a substantial increase in indus- 
trial production, the 217 recorded for Decem- 
ber was still well short of the high of nearly 
250 reached in the fall of 1943. 

Steel production, the board said, has in- 
creased to a rate “somewhat above the earlier 
record reached in October.” It also noted gains 
in the output of producers’ equipment and 
munitions, mainly in the machinery and trans- 
portation equipment industries. Passenger 
automobile assemblies, the board continued, 
are near the average rate prevailing in 1950, 
when output was 30 per cent greater than the 
previous record year. 
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| A pay-as-we-go tax program, relying more on excise 


taxes, is the way to fight inflation. 


Cash on the Line 


is Front Line Defense 


provide for our common defense. This in- 
cludes not only providing the materials of 
defense, but providing for their payment. The 
most critical fiscal concern of our times is, 
therefore—should we borrow, or buy, defense? 

The answer is, unequivocally—we should 
buy it. Borrowing leads to inflation, and the 
cost of more inflation is too high; we cannot 
afford that form of payment. A pay-as-we-go 
tax program—cash on the line for defense— 
is the only form of payment which is realistic 
and equitable, and which protects us and our 
posterity. 

It is the purpose of this article to develop 
that thesis and to discuss some of the tax 
planning which should be carried through in 
order to make pay-as-we-go a reality, and a 
long-term protection. 


Real Burden Not Postponable 


First, however, it should be emphasized 
that actually we always pay as we go one 
way or another. In a fundamental, economic 
sense, paying means bearing the burden, and 
this is always a current process. It cannot be 
evaded or postponed. At all times both the 
government and the people must be supported 
out of the current product. We recognize this 
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when we say that we cannot now eat next 
year’s food, wear next year’s clothes, make 
tanks, guns, and airplanes out of next year’s 
steel, copper, and aluminum. All we ever have 
at any time, to live on or to fight with, is what 
is being produced at the time. There is, of 
course, at any given time, a stock of goods on 
hand which was produced in the past, in- 


cluding both perishable and durable goods. 


We carry over a part of each year’s crop of 
corn, wheat, and other products. We have on 
hand millions of motor vehicles, refrigerators, 
and other durables that are not yet worn out. 
Our clothing, shoes, furniture, and houses are 
still usable. Obviously, however, we could 
not maintain the customary living standard 
for very long without current production, and 
in no case can we subsist now on future pro- 
duction. 

These are simple, economic facts, which 
make it obvious that the real burden of de- 
fense is the amount of goods and services cur- 
rently taken out of our total product by the 
government. It is equally clear that the more 
the government’s requirements are increased, 
the less there will be of the product for civil- 
ian use. The government’s needs are always 
met first, and as we already know, priorities 
are established to assure that they be met 
first. The civilian economy “pays” for an 
expanding military program by giving up, or 
producing less, goods and services for civilian 
use. These are the material sacrifices we make 
for military preparedness. 
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Methods of Financing the Program 

Since we have no choice but to make this 
current payment in the economic sense, we 
should be logical and courageous enough to 
make a complete cash transaction of it. And 
that is exactly what a pay-as-we-go tax pro- 
gram would do. Pay-as-we-go requéres a diver- 
sion of private income equal to government’s 
diversion of product. That simply means that 
government must take income in the equiv- 
alent to what it takes in goods and services. 

The problem is how government will pay 
for its larger share of the product. It can 
either manufacture its own purchasing power 
by floating loans, or it can divert, through 
taxes, an equivalent amount of private income 
or purchasing power. If it borrows a substan- 
tial part of its buying power from the banks, 
as it did in the last war, it leaves in private 
hands just that much more income, but there 
will be less of the total product available for 
the civilians to buy. The result is that with as 
much or more money than they had before, 
and with less goods available in the market, 
the citizens will bid prices up, either in the 
open market or in “under the counter” deal- 
ings. On the other hand, if government diverts 
private income in proportion to its own 
absorption of goods and services out of the 
economy, a balance will be maintained be- 
tween income and available goods, and no 
general price rise will occur. 

Inadequacy of Direct Controls 

There are some who believe that inflation 
can be avoided, even if there are deficit loans, 
by a strict system of rationing and price con- 
trols. We should know better than this after 
the experience in the last war! The deficits of 
that war let loose a flood of new purchasing 
power, and there was a flourishing black mar- 
ket for every commodity in really short sup- 
ply. Ostensibly, the official price ceilings were 
observed—but the shelves were often bare of 
commodities at ceiling prices, although those 
goods were frequently available at “under the 
counter” prices. When we tax as much as we 
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spend, there will be no large supply of new 
purchasing power, no thick rolls of bills and 
swollen bank accounts with which to bid up 
prices in black markets. Paying as we go will 
be vastly more effective as a control and regu- 
lator of market prices than inflation plus regi- 
mentation. 

Inflation and its high prices hurt all of us: 
consumers, businessmen, and government. 
Allowed to continue, it will be as devastating 
to our economy as victory by the enemy. We 
must put our national defense spending on a 
pay-as-we-go basis, eliminate all unnecessary 
government expenditures, adopt sound fiscal 
policies, and increase taxes. This is not too 
great a sacrifice for any of us if we want to 
preserve the freedoms of America. 


The Sound Policies 


What are those sound policies that will as- 
sure our fiscal as well as our physical defense? 

As developed by the Taxation Committee 
of the National Association of Manufacturers, 
these principles are as follows: 

1. The diversion of private income must be 
universal, 

To the degree that the greater diversion of 
product involves deprivation, the incidence of 
this deprivation should be general, and it fol- 
lows that there must be a general incidence of 
the levy on private income or purchasing 
power. No groups should be protected against 
the diversion of income while other groups 
bear the brunt of such diversion. 

This principle is applicable under all con- 
ditions, whether of peace, defense, or war. It 
calls for broadly based taxes, whereby some 
contribution to the cost of government will be 
made by virtually all persons, all sections, and 
all groups. To the extent that this principle 
is recognized and applied, the rates of all taxes 
can be more moderate than would be possible 
if the tax load were heavily concentrated upon 
a few. 

2. The diversion of private income can only 
be effectively done through a variety of taxes. 

No one tax now in use would apply with 
sufficient universality, although there has been 
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a lot of wishful thinking on this point. Accord- 
ing to prejudice or misinformation, some 
people feel that the individual income tax is 
sufficiently broad to provide all defense rev- 
enue needs; others who are equally mistaken 
believe that we can get all of the money neces- 
sary simply by increasing the taxes on corpo- 
rations. Neither of these extreme views is 
tenable enough for further comment. 

The need and importance of a variety of 
taxes emphasizes the lack of balance already 
existing in the federal tax structure. For ex- 
ample, there is too great reliance on the in- 
come taxes—both individual and corporate— 
and insufficient use of excise, or consumption, 
taxes. Stability of revenue alone requires a 
better balance between income and consump- 
tion taxes: the 1952 budget estimates show 
that only 15 per cent of estimated federal 
revenues were originally contemplated to be 
obtained from the excise taxes. Yet it will be 
impossible to pay-as-we-go for the defense pro- 
gram without making really sturdy use of 
excise taxation. 

3. The diversion of private income must be 
so done, certainly in all stages short of all-out, 
total war, as to preserve as much as possible 
of the economic incentives to produce at the 
lowest cost. 

This does not mean lower taxes, or an 
exemption from taxation, for business. Busi- 
ness can, should, and must bear its increased 
share of the burden. However, what hurts 
corporations, hurts people—and increases their 
collective danger in these critical times. The 
ability of business to maintain a high level 
of production is essential to the rapid supply 
of required military material. It is also the 
only way to hold to a minimum the depriva- 
tions that civilians must endure while military 
preparations are being established. High level 
production will generate a correspondingly 
high volume of income, and this, in turn, will 
make possible the payment of taxes to cover 
the government’s share of the product without 
involving as heavy a burden as would be nec- 
essary at a lower level of output and income. 
Also, since the civilian economy must support 
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itself in order to release all possible potential 
for military needs, it is vital that business 
continue to have the incentive and be able to 
provide the capital and equipment that per- 
mits labor to produce. 

The particular problem of corporation taxa- 
tion is one which will require real judgment, 
patience, and statesmanship to solve—to deter- 
mine how much of the increased tax load it is 
safe to lay upon business without undermining 
our economic strength and impairing our mili- 
tary potential. After all, business is our eco- 
nomic mainstay and bulwark against commu- 
nism. We can remain free only by continuing 
to be very much stronger than our enemies. 
We cannot maintain this superiority of eco- 
nomic strength for very long if we sacrifice 
our economic future in order to gain a tempo- 
rary respite from higher tax burdens for the 


people at large. 
Specific Tax Methods 


’ And now, the next major question—how 
can these principles be incorporated into spe- 
cific tax methods? In other words, how can 
we begin to increase our taxes so that the 
greatest good, as well as the greatest revenue, 
may come from this very burdensome neces- 
sity of providing funds for defense purposes? 

We can do it. Space does not permit full 
presentation of details here; but the key to 
the puzzle, and the reason it is the key, can 
be generally explained. When we look at the 
recent developments in federal taxation, we 
find that two of the three principal forms of 
taxation available for federal use have already 
been increased, and according to Secretary 
Snyder’s recommendation before the Ways 
and Means Committee on February 5, may be 
increased further before very long. These are 
the taxes on corporation and individual in- 
comes. In contrast, and as already indicated, 
very little has been done to increase the third 
great potential source of federal revenue, 
namely, the excises. Consumption taxation, 
then, is the key to defense financing. 

Why is consumption taxation the door to 
fiscal security? Because it is the only broad 
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avenue for obtaining revenue that is still rea- 
sonably open for use. There are just two such 
avenues to begin with—that is, our income 
can be taxed either as we receive it, or as we 
spend it—but taxes on income as it is received 
have already been pushed to a point of di- 
minishing returns. Both the individual and 
the corporate income taxes have at one time 
carried a rate of more than 90 cents per dol- 
lar of certain income. Although those World 
War II extremes have since been slightly re- 
laxed, the increases of the Revenue Act of 
1950 and the February 5 proposals of the 
Secretary of the Treasury, point the way 
toward the re-establishment of those, or even 
more dangerous, peaks. 

There is, in general, somewhat more under- 
standing of and resistance to substantial in- 
creases of the individual income tax than 
exists in regard to the corporate income tax. 
Therefore, the dangers and inadequate rev- 
enue results of furthering the steeply pro- 
gressive rates on individual income will not 
be dealt upon here. It is sufficient to point out 
that the recommendations of both the Presi- 
dent and Secretary Snyder for a uniform per- 
centage increase in all brackets testified to the 
necessity of a broad base for measurable 
revenues. 


Taxation and Incentive 


It is the taxation of corporate income that 
is least likely to be approached and dealt with 
in an attitude of objective consideration of 
fiscal need and economic consequences. There 
is always prejudice against business, and espe- 
cially against corporations. There is currently 
a further prejudice and misunderstanding re- 
garding the level of corporate profits which, 
though large in dollar amount by comparison 
with previous peacetime records, are no great- 
er in relation to sales after taxes are deducted 
than they were prior to World War II. And 
finally, there is hysteria over war profits. In 
view of such prejudice, it is most imperative 
that the matter of getting more revenue 
through the corporation tax be dealt with dis- 
passionately. In particular, it is essential that 


due regard be given to the long range as well 
as to the immediate aspects of the case. 

If we are to save Americans as well as their 
system of private enterprise from the force of 
our enemies and the encroachment of alien 
attitudes, we must not fall victims to malicious 
or erroneous contentions. Make no mistake 
about it, we can, by false means, tax ourselves 
out of our heritage and our strength. The 
time-honored warning against biting the hand 
that feeds us is particularly appropriate advice 
tax-wise. The incentive to gain from effort— 
the sequence of saving, investing, producing— 
must continue to have reasonable shelter from 
destructive taxation. If taxes are so steep as 
to undermine the incentive to make money 
and put capital to work, they can score a more 
direct hit on our productive system than 
enemy bombing. 

And that means you can be hurt! It is not 
only that the millions of owners of corporate 
business—of whom you may be one—would 
suffer; and it is not that the high-salaried 
minority in corporate employment would suf- 
fer. The gravest damage would be done direct- 
ly to the income, standard of living and 
morale of the ccuntry’s industrial workers, 
and indirectly to all consumers since the major 
source of product and income would be 


jeopardized. 
Excise Taxation the Answer 


Under present circumstances the obvious 
means of reconciling revenue needs to the 
dangers of excess taxation is to concentrate 
initial defense levies on income as it is spent. 
Consumption, or excise, taxation is the an- 
swer. The initiation of any comprehensive 
form of consumption taxation would be better 
than immediate increases in income taxation. 
However, a uniform excise at the manufactur- 
ers’ level has on the whole many advantages 
over one levied on retail sales. 

For example, the retail sales tax field be- 
longs to the states and should not be invaded 
by the federal government; retail sales taxes 
are now levied in 28 states, and in the aggre- 
gate provide almost 40 per cent of the revenue 
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receipts of those states. A manufacturers’ ex- 
cise would be easier and cheaper to collect 
than a retail tax: there are only one-tenth as 
many manufacturing establishments as there 
are retail outlets, and it is to be remembered 
that the limited jurisdictions of the states have 
much to do with the success in administering 
retail sales taxes. Nationwide administration 
of a retail tax would be complicated, expen- 
sive, difficult and uncertain as to results. An- 
other point in favor of a manufacturers’ tax 
is this: the federal government should always 
derive substantial support from a basic tax 
on consumption, and this long-range objective 
would be served more assuredly during the 
emergency by a uniform excise imposed at 
the manufacturers’ level than by one levied 
at the retail level: since, after the emergency, 
pressures to remove the latter type of tax 
could more easily result in a lop-sided tax 
structure without permanent and adequate 
consumption taxation. 

A manufacturers’ uniform excise would be 
especially effective at the federal level because 
of its simplicity and adaptability. The tax 
would be a flat rate levied on all the final 
products of manufacture except food and food 
products, an exception that would prevent un- 
due impact on low income families. (Liquor and 
tobacco should continue to be taxed separately 
and therefore should be excluded from the 
manufacturers’ excise. Traditionally, they 
have generally been taxed higher than other 
consumer items.) A uniform, basic excise such 
as that proposed should be a permanent, stan- 
dard feature of the federal tax system; and, 
on top of this, for defense needs an additional 
flat rate should be imposed. 


Advantages of Excise Taxation 


The advantages that would accrue from a 
manufacturers’ uniform excise are various. It 
would in the first place correct the inequities 
of present federal excise taxation. Some twenty 
classes of goods are now subject to varying 
excise rates. It is not justifiable to make con- 
sumers of certain products and services con- 
tribute to the defense cost while consumers of 
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other products are free of this part of the 
burden. A uniform excise would also put all 
consumers on a par in their buying, and all 
producers on a par in competing for consumer 
dollars. 

Second, it will drain off income from all 
segments of the population and thus be a 
more effective restraint on the competitive 
bidding up of prices across the consumer field 
than the present excise system can be. In this 
way it will be an effective and necessary com- 
plement to the income tax as an inflation 
restraint. 

Third, it will obviate the need for as high 
income tax rates as would otherwise be neces- 
sary, which is of prime importance particularly 
during a period of partial mobilization when 
large amounts of funds will be required to 
finance the transition from civilian to military 
production. More than half of present personal 
consumption expenditures are made with in- 
come which is not touched by the personal 
income tax—and would not be, regardless of 
how the rates of that tax are set. Thus, excise 
taxation is the only way of taxing this portion 
of individual income, and minimizing the rates 
on that portion taxable under the individual 
income tax. 

The manufacturers’ uniform excise is the 
lever to a sound pay-as-we-go tax structure. 
Without it a burden of taxation as heavy as 
will undoubtedly be required could not be 
spread widely enough throughout the economy 
to prevent imbalance and distortion. Without 
it the drain on income as it is received would 
be so great as to undermine the production 
system that is the source of our economic 
growth and strength. Without it, inflationary 
debt financing would sooner or later have a 
strangle-hold on the country. 

Defense in the fullest sense is our goal. And 
the means to that end, in both its material and 
moral aspects, is taxing the people as much as 
the government spends, in a manner designed 
to preserve Americans and American institu- 
tions. The chief fiscal instrument for such 
pay-as-we-go taxation is a manufacturers’ 
uniform excise. 
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BANK DEBITS-THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Wide 
fluctuation continues to characterize the movement of Lower Peninsula bank debits. January 
debits rebounded to nearly the level of last August. 
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UPPER PENINSULA BANK DEBITS—January recovery in the Upper Peninsula was less striking 
than in the industrial area. ’ 
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and difficult than is often realized. 


The United States can contribute to the progress of the 
under-developed countries; but the job is more complex 


The Point IV Program 


T the present time there are more than 

350 American technicians at work on 
Point IV projects in 36 countries. According 
to the statute enacted on June 5, 1950 en- 
titled “‘An Act for Internation] Development,” 
a modest $34,500,000 was budgeted, of which 
$5,000,000 went to the Institute of Inter- 
American Affairs, and $26,900,000 represent- 
ed new funds to which was added $2,537,000 
by transfer from internation] information and 
educational activities in the Department of 
State. The total available in fiscal 1951 is 
$29,437,000. Nearly half of this, or $13,007,- 
500, is being contributed to internationl or- 
ganizations, $5,315,416 for continuation of 
about 100 projects in the Inter-American Af- 
fairs area, $5,068,640 for the Near East and 
Africa Area, $2,156,350 in the Far East Area, 
and $3,889,094 is being kept here by the 
Technical Cooperation Administration and 
other agencies for administrative costs and 
reserves.’ Detailed budget estimates for fiscal 
1952 are not yet available. 

Point IV programs are being administered 
in three ways. In a few instances, funds are 
being paid out directly to specifically approved 
projects, as, for example, the half million to 
Iran for rural improvement, or the $850,000 
to Liberia for American technicians to assist 
them in health and road programs. In other 
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cases, an umbrella agreement is negotiated 
such as that with Ceylon on November 7, 
1950. The advantages here are flexibility, 
variety, and continuity. Best known, perhaps, 
are the joint commissions such as that set 
up jointly by the United States and Brazil, 
or between the United States and Paraguay, 
which not only make preliminary surveys and 
recommendations to both governments, but 
through Service organizations, operate pro- 
grams in health, agriculture, forestry, etc. The 
advantages here are cooperative planning, 
integration, and a maximum of local initiative, 
supervision and control.? 

To bring maximum coordination and re- 
ciprocal strength into a necessarily multi- 
pronged program, the State Department has 
set up a 13-member International Develop- 
ment Advisory Board under the chairmanship 
of Nelson Rockefeller. Under it an interde- 
partmental technical group has been set up 
which in turn coordinates a line organization 
of men in the various country desks in touch 
with our embassies and legations throughout 
the world. 

* Administratively, the total $29,437,000 has been 
allocated to seven Federal agencies: The Department 
of State $15,356,162, Department of Agriculture 
$6,430,574, Commerce $2,780,120, Federal Security 
Agency $1,910,823, Interior $1,892,431, Labor $882,- 
257, and Housing and Home Finance Agency $9,226. 

See The Budget of the United States Government 
for the Fiscal Year Ending June 30, 1952, Govern- 
_— Printing Office, Washington, D.C., 1951, pp. 

*For details concerning these programs, see “The 
Point IV Program: A Design to Harness Science to 
Tasks of Peace and Security,” The Department of 


State Bulletin, Vol. XXIII, No. 598, Dec. 18, 1950, 
pp. 971-977. 
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Technical Assistance 

In this connection should also be mentioned 
the Technical Assistance Division of the Eco- 
nomic Cooperation Administration which has 
sent about 200 productivity teams comprising 
more than 2,700 persons through American 
plants to take note of American technological 
practices. It has spent about 6 million dollars 
abroad to stimulate industrial productivity, 
an equal amount to improve transport, mar- 
keting, and manpower utilization and about 
three million to increase agricultural output. 
It has found an ever enlarging technical 
assistance program more and more vital even 
in the industrially advanced area it serves, 
which is, of course, Britain and 15 other 
nations in Continental Europe. 

The Point IV program begins where people 
are: their health, their production of food, 
their education. Factories, dams, power plants, 
and other organons of industrialization come 
later. The very core of the development pro- 
gram is human productivity and initiative. It 
is the human stuff that provides the key to 
higher living standards. Stimulated to self- 
reliant free activity, people produce their own 
capital and multiply the output of their own 
resources. The program must be one repre- 
senting the mutual cooperation of free soci- 
eties in self-help. As Dr. Henry G. Bennett, 
formerly president of Oklahoma A. and M., has 
said (he is now serving as Administrator of 
the Point IV program): “You cannot force 
people to increase production; you cannot 
high-pressure them to produce. You can only 
help them to do something they want to do.”? 

There is a danger that short-sighted bureau- 
crats may take what seems to be an easier 
way to secure appropriations and seriously in- 
jure the Point IV program by harnessing it 
to the chariot of Mars. Point IV budget 
recommendations for next year are being 
lumped together with “mutual assistance— 
military and economic.” Much too frequently 

*Henry G. Bennett, “Point IV and Technical Se- 


curity,” in The Department of State Bulletin, Vol. 
XXIII, No. 599, Dec. 25, 1950, p. 1018. 
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even the Atlantic Union idea is being present- 
ed in military garb, this in the face of the 
experience of centuries that minds are won 
not at pistol points or by economic bribes, 
but by persuasive, attractive ideas. 


The Under-Developed Areas 

As the President pointed out in his budget 
message in January of this year, “To varying 
degrees in different parts of the non-European 
free world, the crucial problem in resistance 
to Communism is the attitudes and aspirations 
of the people.” In the under-developed areas 
of the world the overwhelming bulk of the 
people whose hearts and firesides we are try- 
ing to reach are farmers. Many of them are 
illiterate, debt-ridden, land-hungry, living in 
huts, poorly clothed, racked by disease, under- 
nourished, and needless to say never lucky 
enough to own a radio through which the 
Voice of America might speak to them. While 


-munitions and guns (of which the United 


States has given so much) bring joy to the 
military and to the ruling hierarchy, they 
bring to the peasant farmers agonizing mem- 
ories centuries old of conscription, mistreat- 
ment, and suffering. While new factories and 
power plants (of which so much is spoken in 
American foreign assistance and investment 
programs) greatly excite a small number of 
foreign industrialists and capitalists, they 
leave the land-hungry masses in rural areas 
relatively cold. 

Neither do underdeveloped areas wax en- 
thusiastic about “democracy, free elections, 
or free enterprise,” terms which play so prom- 
inent a part in our own thinking and speech- 
making. As Mr. Eugene R. Black, President 
of the Bank for Reconstruction and Develop- 
ment, has so well said: 

“To them, democracy and free elections 
are meaningless; government is the local tax 
collector. And the concept of free enterprise 
is equally unintelligible unless it means giving 
them a decent plot of free, unincumbered 
land, sufficient tools and working capital to 
farm it, instruction in how to improve it and 
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credit at a reasonable rate to take advantage 
of that instruction.’”* 

A practical, grass-roots plan must operate 
on a much wider front. It must not only at- 
tack hunger, disease, ignorance, and poverty. 
It must give faith, arouse hope and demon- 
strate in conception and execution a sincere 
concern for the welfare of the common people. 
It must neither be a product of American de- 
sires for allies in case of war nor even appear 
to be such. Nor can it be an adjunct of pro- 
grams for stockpiling of strategic materials. 
What the peoples of the earth are crying for 
is not the skills of specialists in violence, but 
rather the skills of specialists in cooperation. 

The American Ideal of Freedom 

Precisely that need this nation is historically 
equipped to meet. Without in any way under- 
estimating the value of technical “know-how” 
and “show-how,” certainly the most important 
export of this country historically has been 
the hope for freedom. Ever since the Revolu- 
ticn of 1776, the United States has been 
synonymous to humble peoples everywhere 
with such ideals as equality, freedom from 
military and hereditary overlordship, indi- 
vidual liberty, and public acceptance of every 
man on his merits for what he is and does, 
irrespective of birth and creed. 

This Nation does not believe in self- 
anointed fiihrers, field marshals, or “better 
classes’’ telling us what to do. Our forte has 
been democracy, cooperatively making and 
enforcing our own rules with powers delegated 
to others based solely and squarely on the 
consent of the governed. As Jefferson said only 
ten days before he died: “May it be to the 
world what I believe it will be (to some parts 
sooner, to others later, but finally to all) the 
signal of arousing men to burst the chains 
under which ignorance and superstition had 
persuaded them to bind themselves and to 
assume the blessings and security of self- 
government.” 

Not only has this country been the asylum 
for the huddled masses yearning to be free, 
but the oppressed unable to reach these shores 


have found here a basic sympathy for their 
deep needs for release from hierarchial and 
feudal systems that enslaved and impov- 
erished them. It was on this wise that through- 
out the nineteenth and early twentieth cen- 


turies, the United States won the loyalties and — 


earned the allegiance of freedom-loving peo- 
ples everywhere, without a doilar being spent 
either for military or for economic assistance. 


The Ideological Gap 

Why do we now place such confidence in 
tanks, guns, atomic bombs, or multi-billion 
dollar investment schemes?> Why such over- 
whelming emphasis on the military prepared- 
ness gap or the dollar gap, while the ideo- 
logical gap steadily widens and receives but 
little attention?® How did we lose touch with 
the hopes, fears, deep purposes, and affection 
of peoples, even in areas such as China where 
ever since the remission of the Boxer indem- 
nities the reservoir of good-will was largest? 
What happened during the last decade that 
hundreds of millions of common people abroad 
now regard America as a country headed for 
a catastrophic depression, dominated by ideo- 
logical fascists, war-mongers, monopolists and 
profiteers enriched by inflation, Hollywood 
sybarites, gangster-ridden, money-mad, with- 
out spirituality, prating equality and prac- 
ticing racial discrimination, hypocritically ad- 
vocating political democracy to camouflage 
the use of government by business pressure 
groups as a device for inflicting legislative en- 
slavement upon trade unions and oppressive 
tariffs and taxes upon consumers, meanwhile 
employing Gestapo methods and character 

*The conclusion of an address entitled “A Sermon’s 
No Substitute for Tools,” delivered before the Bank- 
er’s Club of Chicago on January 10, 1951. 

* This is the vital question so frequently unanswered 
or ignored in Point IV literature as e.g., by Benjamin 
A. Javits in his Peace by Investment, who contends 
that world peace can be secured through investment 
of 20 billion dollars a year for 50 years with the 


goal of increasing capital investment by $1,000 per 
inhabitant for the entire globe. 


*For a brilliant exposition of this hiatus, see the ° 


speech delivered by Senator William Benton of Con- 
necticut, entitled “The Struggle for the Minds and 
Loyalties of Mankind—Proposing a Marshall Plan 
of Ideas,” in Congressional Record, Vol. 96, No. 58, 
March 22, 1950, pp. 3821-3827. 
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assassination to hound into ignominy those 
who dare refuse to prostitute economic science 
and social ideals to the service of billionaire 
corporations? 

The outlay of tens of billions of dollars on 
military and economic assistance during the 
last ten years has not proved to be an effective 
answer. Why has the expenditure of more 
than $25 billion and the raising of levels of 
output back above pre-war levels only slightly 
decreased the number and vigor of our op- 
ponents, even in areas that have benefitted 
most? By what ill-starred paradox have the 
freedoms and generous aid programs of West- 
ern democracies come to have less pulling 
power over the loyalties of men’s hearts and 
minds than the empty promises and venomous 
blurbs of a tyrannical dictatorship? Whence 
this superiority in analyzing human motives, 
in mobilizing long-thwarted hopes and am- 
bitions, in eliciting emotional support, in ad- 
vocating social and economic goals tailor-made 
to arouse maximum responses in each area? 


The World and Communism 


To take but one example, why, despite the 
hundreds of millions of dollars spent over a 
five-year period in South Korea, did the rank 
and file there last June demonstrate conspic- 
uous inadequacy of zeal to fight Communism? 
Had it not been for United Nations’ action, 
the minority in North Korea would, with 
scarcely no opposition, have dominated the 
entire peninsula in a matter of days. Why? 
Professor C. Clyde Mitchell,’ after long and 
highly responsible service in Korea, in a su- 
perb discussion of the political and human 
factors involved states some of the major 
reasons as follows: 

“1, [We refused to permit] the deep needs 
of the people for change, improvement, hope, 
and participation [to be met by] a peaceful 
revolution for freedom by the people them- 
selves to improve their own lot in all the ways 
that education, technology, and credit can 
open up. 

"See his Korea: Second Failure in Asia, The Pub- 


lic Affairs Institute, Washington, D.C., 1951, excerpts 
from pp. 8-11. 
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“2. We have been helping the cause of 
Communism by our support of the wrong 
people in those countries—by wrong people 
are meant political elements so ultra-conserva- 
tive that they persist in suppressing legitimate 
demands on the part of their countrymen for 
economic and social reforms. Land reform, 
police and judicial reform, currency reform 
and inflation control, and educational reform 
should come first. 

“3, Any American economic aid to Asia is 
met with suspicion and fear. Imperialism is 
a word with strong personal significance to 
every man and woman in Asia. The Asiatic 
fears ‘Western imperialism,’ the meaning of 
which he knows, much more than he fears 
‘Communism,’ the meaning of which he has 
not yet found out. 

“4, Administrators are frequently ‘taken 
in’ by privileged native groups who speak 
good English, who over-simplify political 
situations and cry ‘Communist’ loudly in order 
to jail all opposition, Communist or other- 
wise. Idealism must be enlisted to fight for 
democracy, if democracy is to win. If we put 
on the shelf all our social ideals about the 
improvement of living conditions and oppor- 
tunity for the development of personal capaci- 
ties, and try arms alone, we can only lose the 
people of the world.” 

The heart of the difficulty is to attempt to 
solve a complex cultural and human problem 
by feeble experimentation with partial solu- 
tions when in many cases nothing short of 
thorough-going reform will do the job. The 
lack of food in Asia, for example, is not mere- 
ly a matter of primitive agricultural methods, 
but involves such interdependent factors as 
religious beliefs, excess population, inefficient 
transport, share-cropper systems, urgent cred- 
it need, and usury. 

To disrupt age-old routines of cultivation 
will arouse a great deal of resistance if it 
involves changing attendant folkways, insti- 
tutions, and customs. These often have sacred 
intangible values frequently too lightly re- 
garded by well-meaning “assisters” with “dif- 
ferent” (superior?) technological, racial and 
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religious background.* Much more important 
even than teclinological competence are such 
qualities as understanding, patience, knowl- 
edge of the people and their language, humil- 
ity, resourceful adaptation of techniques to 
existing social structure, and ability to work 
with local and indigenous leaders.° 


The Population Problem 


Furthermore, unless such culture patterns 
are changed the impact of increased food sup- 
ply and better medical care is likely to he in 
the first instance a rapid decrease in the death 
rate followed possibly too late by a less rapid 
decrease in the birth rate. The result in the 
past has been in areas such as Egypt, Puerto 
Rico and elsewhere, an explosive growth in 
total population without much in the way of 
basic improvemeni in the levels of living of 
the masses of the population. Too many per- 
sons assume that Part IV in other countries 
will bring about an Industrial Revolution 
similar to that achieved in the last century 
in the United States and Western Europe. 
They forget that the race between population 
and resources in present underdeveloped areas 
may not have so favorable an outcome in the 
twentieth century as it did here in the nine- 
teenth century, due to the opening of the vast 
resources of the American continent. 

On the contrary, the bold new program, un- 
less drastically changed, is likely to have re- 
sults not unlike those attending the develop- 
ment of diamond and copper mines in Africa, 
tin in Bolivia, textiles in Shanghai, or irriga- 
tion projects in Egypt. The results, as Mr. 
Harold R. Isaacs has pointed out were “heavy 
capital investment, efficient technological ap- 
plication, human welfare receding to the van- 
ishing point, invincible and active prohibition 
of democracy, human misery uncountable and 
abysmal, destruction of the human being, 
seedbed for extremism, for desperate remedies, 
for dictatorship and wars.’”° 


The Requirements for Success 


To summarize—the more one reflects on 
the Point IV program, the clearer it becomes 
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that it must scrupulously avoid even the ap- 
pearance of serving as the spearhead of further 
American business penetration of the econo- 
mies of underdeveloped areas. Consequently, 
it will not be enough to provide access to tech- 
nology, education and low-cost capital. Even 
the transplanting of large-scale operations with 
maximum use of low-cost energy and scien- 
tific managerial techniques will fail to take 
permanent root, despite careful timing, pro- 
gramming, administration, and adaptation to 
local conditions, unless there be a spiritual 
and political climate favorable to economic 
activity. The Point IV program is bound to 
fail unless there is local participation, not only 
in providing capital and facilities, but in 
formulating and determining personnel and 
management policies. Indispensable in Point 
IV aid, if it is to result in permanent benefit 
to the economy and increased productivity, is 
the requirement that it elicit the enthusiastic 
support of the masses to achieve those goals 
which they have long cherished, goals which 
usually involve fundamental changes in age- 
old customs, mores affecting the birth rate, 
systems of land tenure, educational oppor- 
tunity, credit facilities, and taxation. 


* This point is severely stressed by Mr. Yang Hsin- 
Pao in his “Guideposts for the Point IV Program,” 
—— Organization, Fall 1950, Vol. 9, No. 3, pp. 
22-26. 

° These human and reform aspects of Point IV are 
even underemphasized in so excellent a statement as 
that of Assistant Secretary of State Willard B. Thorp, 
“Basic Policy Issues in Economic Development,” 
Department of State Bulletin, Vol. XXIV, No. 602, 
Jan. 15, 1951, pp. 94-99. 

Excerpt from a summary on page 51 of the re- 
sults of past capital investment programs (colonial- 
ism, imperialism, etc.) by Harold R. Isaacs, in his 
Two-Thirds of the World, Bold New Program Series 
No. 2, The Public Affairs Institute, Washington, D.C. 
1950. Other volumes in the series are: 

No. 1. by Dewey Anderson and Stephen Raushen- 
bush, A Policy and Program for Success 

No. 3. by Morris Llewellyn Cooke, et al, Ground- 
work for Action 

No. 4. by James Rorty, Engineers of World Plenty 

No. 5. by Stephen Raushenbush, People, Food, 
Machines 

No. 6, by Wallace J. Campbell and Richard Y. 
Giles, Helping People Help Themselves 

No. 7, by Seymour E. Harris, Foreign Aid and our 


onomy 
No. 8, by Morris S. Rosenthal, Where is the Money 
Coming From? 
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The Role of Business 
Forecasting in Market Analysis 


HIS subject is one about which I have a 

great many misgivings. Right at the outset 
we face a very difficult paradox or dilemma, 
and one which is almost inherent in the sub- 
ject. In a very real sense business forecasting 
is such an imprecise and difficult operation 
thai not only the practical business executives 
but also the more responsible “experts” are of 
necessity very uncertain about the usefulness 
of the results. We could, in short, say that 
business forecasting is impossible. 

On the other hand we also know that it is 
impossible to avoid business forecasting. Many 
decisions in business presuppose some kind of 
judgment about the future of business activ- 
ity. In fact, it can almost be said that an 


important feature which distinguishes really 


important business decisions is the extent to 
which the future and judgments about the 
future are involved. The management of day 
to day operations may very well be left to 
the secondary and tertiary levels of business 
management. Not so, however, decisions about 
whether to mechanize operations, whether to 
expand capacity, or how to raise the necessary 
funds. These involve in the most fundamental 
way judgments about the future of the firm’s 
market, together with other considerations 


About the author — 

Paul W. McCracken is Professor of Business Con- 
ditions in this School. He is also a member of the 
Economic Policy Committee of the U. S. Chamber 
of Commerce, and a consultant on monetary and 
debt management policy to the Committee for Eco- 
nomic Development. 
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about the general level of business activity 
and perhaps future developments in the money 
and capital markets. When these questions 
are up for consideration the residents of 
mahogany row and the Director’s Room come 
forthwith into the picture. These are rightly 
classified as “top-level” decisions. 

Moreover it is, I think, generally recognized 
that judgments about the future of any indi- 
vidual business involve in a large way con- 
siderations of general business activity. We 
know that adequate financing, low cost pro- 
duction, effective marketing, and alert man- 
agement are very essential ingredients of 
profitable business operations. We can, how- 
ever, be pardoned if we are a bit skeptical 
about the extent to which these things alone 
can explain why American corporations made 
profits of $8.8 billion in 1929 and three years 
later went in the red by $5.6 billion. Even 
one not particularly cognizant of the events 
during those years would find it difficult to 
believe that management, marketing proce- 
dures, and product design of all businesses 
should so completely go to pot in three years. 
What did happen can be very largely ex- 
plained by two figures. In 1929 our gross 
national product was $103.8 billion; by 1932 
it had fallen to $58.3 billion. When the eco- 
nomic situation generally thus comes apart at 
the seams, almost all businesses are adversely 
affected. 

Conversely, a rising and high level of 
national income can make the lot of business 
management a considerably happier one. Even 
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bad decisions may be bailed out by a rising 
level of business activity which more or less 
automatically affects favorably the fortunes 
of a business. All of this the business man 
knows very well, although he may be a bit 
bewildered by the erudite terminology which 
the professional forecasters and market ana- 
lysts use to describe the thing—income vola- 
tility, income elasticity of demand, etc. 
Three Steps in Forecasting 

There are about three basic steps generally 
recognized to be involved in the operation of 
this forecasting business. 

1. We must formulate some kind of judg- 
ment about prospective trends in general busi- 
ness activity—e.g. gross national product or 
the index of industrial production. 

2. We must translate this appraisal of the 
general business situation into what it means 
for our own business. 

3. We must appraise those special factors 
which may affect our industry or business, 
and which are apart from general develop- 
ments. 

I wish to consider these in reverse order 
largely because I do not have anything very 
worth while to say about the third point and 
not too much to say about the second. 

Those special factors which affect one’s own 
industry or firm and apart from general eco- 
nomic considerations are inevitably something 
about which it is difficult to lay down general 
principles. Moreover, market analysts have 
not been so prone to overlook these considera- 
tions as has the general economic forecaster 
who sometimes seems to convey a sort of 
predestinarian view that we are all in the grip 
of whatever the level of national income will 
turn out to be. The level of national income 
does affect our level of sales, but how effec- 
tively and aggressively businesses in the ag- 
gregate go after sales will also influence the 
level of general business activity. At any 
event the competitive position in the industry, 
sales procedures, product design—the special 
position of the firm in the industry or in the 
whole economy—can be of almost over-riding 


significance for the individual business. There 
are many instances of a dramatic improve- 
ment or of a worsening of the position of firms 
in their industries, inexplicable on the basis 
of the general business picture, which can 
serve as eloquent examples of this point. There 
is, in other words, considerable room for a 
firm to use shrewd business management and 
judgment to beat the national income gun. 
But it would be presumptuous of me to be- 
labor any longer a consideration which entails 
that degree of specific knowledge about the 
firm or the industry which only those work- 
ing closely associated with these problems can 
possibly have, and about which the general 
forecaster must inevitably remain a bid vague. 
So let us pass to the second point. 


The General Forecast and The 
Individual Business’s Forecast 


There are numerous ways, of course, of 
translating a guess about the general business 
situation into what it means for an individual 
firm or industry.” 

a. The most obvious way is to measure 
about what the “share” of the industry in 
question is—e.g., the ratio of the industry’s 
sales to gross national product. This in turn 
can be translated into your firm’s share in a 
parallel manner. Let us take the corporate 
sales of the chemical and allied products in- 
dustry as an example. An inspection of the 
figures reveals that these sales move closely 
with gross national product. A rise in the 
latter is almost always associated with a rise 
in the former, and conversely. This is not, of 
course, very surprising. 

Furthermore, an inspection of the figures 
suggests that throughout the years corporate 
sales of the chemical and allied products in- 
dustries have been slightly over four per cent 
of gross national product. We might apply this 


* Cf. the very useful “Business Forecasting, a Survey 
of Practices and Methods” (New York: Controller- 
ship Foundation, 1950). 


*Cf. Jones, F. C., “The Role of an Economist in’ 


Private Industry,” Michigan Business Review, March 
1950, pp. 6-9. 
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average figure (about 4.3 per cent) to our 
“guesstimated” gross national product for 
“next year” and get a rough idea of the in- 
dustry’s sales next year. And we would not 
be far off in most years. 

We would not use this simple device very 
long, however, until two conclusions would 
begin to emerge. First, our guesses in especial- 
ly prosperous times and in depression years 
would tend to be particularly bad. Second, 
our guesses would tend to get progressively 
worse over the years. Apparently then the 
chemical industry’s share of the market varies 
over the cycle, and during the last twenty 
years it has been growing over time. For ex- 
ample, this average of 4.3 per cent applied to 
the 1949 gross national product would have 
underestimated the chemical industry’s sales 
by 20 per cent. (And we cannot assume gross 
national product would have been guessed 
correctly.) 

b. An ordinary correlation analysis treat- 
ment of the problem would, of course, help to 


_ take care of this. Methods of correlation 


analysis are explained in any statistics text- 
book. I have found it useful to pursue the 
following steps: 

1. Make a scatter diagram of the important 
items (variables). In this case the chemical 
industry’s sales would be plotted against gross 
national product. Each year’s point should be 
labelled. 

2. If the years are labelled, other factors 
can be more readily spotted. If a time trend 
is present, early years will tend to be persis- 
tently high or low (hence the labelling). 

3. Decide what kind of relationship is re- 
quired—linear, curvilinear, etc. Calculate the 
equation. 

4. Plot on the same time series chart actual 
industry sales and those calculated from the 
equation. Does the equation do a good job 
of “estimation”? If not what modifications 
seem called for? A persistent divergence in 
very early and most recent years, and in peak 
and trough years, must be watched with par- 
ticular care. 

5. Now, think of all the reasons why this 
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equation, which we shall assume has per- 
formed admirably for years, will be off the 
beam “next year.” This is probably the most 
important step. In other words, these mechan- 
ical devices are to be considered as an aid to 
judgment and appraisal and not as a substi- 
tute for them. But more of this later. 

Now the level of business activity, as meas- 
ured by national income is not the only thing 
to consider. The pattern of distribution of in- 
come is important also in many cases. This 
raises so many detailed and complex ques- 
tions that I shall confine myself to only one or 
two illustrative cases. The reason the distribu- 
tion of income is important it, of course, that 
consumers do not become potential customers 
for many items until their incomes have at- 
tained a certain size. A good illustration of 
this, most expertly and carefully worked out, 
is the analysis of the postwar demand for 
housing by S. M. Livingston, then of the De- 
partment of Commerce.* Through an appraisal 
of the pattern of distribution of postwar in- 
comes relative to prewar, Mr. Livingston 
worked out a very realistic (as things turned 
out) estimate of the entent to which consum- 
ers had moved into the income range where 
they became new-house customers, and the 
resulting pressure of demand on the construc- 
tion industry. 


Forecasting General Business 
Activity 

You may very well feel that up to this 
point we have confined ourselves to the easier 
part of the task—the translation of a general 
business forecast into the specific outlook for 
an industry or business. Now, how do we go 
about arriving at this general business fore- 
cast? 

There are, I think, three major methods of 
forecasting general business activity—the in- 
dicator or lead-lag device; the econometric or 
model method; and the “sound judgment” 
method. 


* Livingston, M., “What Makes the Housing 
Forum, February, 1943, pp. 
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1. The logic of the lead-lag, indicator 
method is generally known and understood. 
Not all statistical time series reverse them- 
selves at cyclical turning points at the same 
point—the same month or quarter. Some 
jump around a great deal—sometimes turning 
early, sometimes late. Others, however, exhibit 
a persistent tendency to lead the general busi- 
ness situation. This persistent tendency to 
lead is the thing which makes possible lead- 
lag forecasting. We watch very closely these 
“early birds” for any tendency to change 
directions and thereby form an appraisal of 
business prospects generally. This method 
suffered some attrition of status during the 
inter-war period for about three reasons. 

a. It is more useful for detecting prospec- 
tive turning points than for giving a quanti- 
tative forecast of business prospects (e.g. next 
year’s level of gross national product). Al- 
though turning points are particularly im- 
portant, we may need also to arrive at how 
much higher (or lower) gross national income 
will be next year even if no turn is expected. 

b. Moreover a tendency to lead is just 
that—a tendency. It will usually miss occa- 
sionally. People’s memories are short, and 
their compassion shorter still, when caught 
with a loss caused by a sour forecast. The fact 
that a device will work three times out of 
four is not apt to assuage the anguish of a 
forecaster’s customer at the time of the un- 
fortunate fourth. 

c. Furthermore, it must be recognized that 
this device has tempted many into forecasting 
whose techniques have had no logical or theo- 
retical rationale at all. Some untutored entre- 
preneur would observe that the ratio of the 
decibel rating of his wife’s snoring to popcorn 
production led the stock averages on the last 
upturn. And there was promptly a new fore- 
casting service. It is not difficult to under- 
stand under these circumstances that the lead- 
lag device became somewhat discredited. 


A Refinement of This Method 


More sophisticated and promising variants 
of this approach have been developed.* One 


procedure works in terms of a frequency dis- 
tribution of turning points. A frequency 
distribution can be made for each turning 
point which will show the number of available 
time series turning in each specified month 
prior to the turn in general business activity. 
A very few will lead by several months, with 
progressively more as the general turn is 
reached. We thus have a sort of frequency 
distribution. Now, any one of the persistent 
leaders may jump around a bit, but in the 
aggregate the leaders will tend to form a con- 
sistent frequency distribution pattern. 

The operational problem of this forecasting 
procedure is, therefore, to “forecast” the shape 
of the whole frequency distribution as soon as 
the turns of the early leaders start forming 
the left tail. Obviously the longer the fore- 
cast can be deferred the more certainly the 
maximum of the frequency distribution curve 
and the general turning point can be pin- 
pointed. 

A related approach is to work in terms of 
the proportion of time series undergoing an 
expansion. This proportion has been found, 
as logic would suggest, to turn down and up 
ahead of the turning points of general busi- 
ness activity. This, of course, is to be ex- 
pected. While business activity will continue 
to rise so long as over 50 per cent of the time 
series are expanding, the largest proportion of 
series expanding will be at the stage where 
business activity is rising most rapidly.’ And 
this is usually prior to the peak in business 
activity. 

This is, I think, a very promising approach. 
It gets away from some of the limitations of 
the lead-lag procedure without sacrificing 
some of its admittedly desirable features. 


*Moore, Goeffrey H., “Statistical Indicators of 
Revivals and Recessions” (New York: National Bu- 
reau of Economics Research, 1950); also Wright, C. 
A., “The Distribution of Turning Points in Time 
Series,” paper presented at the annual meeting of 
the Econometric Society, December, 1949. 

* This is strictly true only if the time series are of 
equal importance in the economic process. The fact 
that this assumption is far from met seems to disturb 
the results to a surprisingly moderate degree. 
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Econometric or Model Method 


2. A more recent (and for the nonmathe- 
matical economist such as myself more for- 
midable) recruit to forecasting methodology 
is the econometric or model method of fore- 
casting. If I understand it correctly (and I 
am not always very sure I do), it is based on 
the assumption that some components of 
national income are “endogenous,” i.e., func- 
tions of the level of national income itself and 
certain other variables; and certain others are 
independent or “exogenous’”—not subject to 
economic considerations in the narrow sense 
(e.g. government spending). Two steps are 
then required in the forecasting. Mathematical 
equations to “explain” the endogenous or in- 
duced components must be derived. The ex- 
ogenous components must be estimated inde- 
pendently. Basically this method consists in 
estimating the combination of an initial im- 
pact plus the reaction which the economic 
process makes to that initial impact at any 
particular point in time. 

Keynes’ theory of the determination of 
national income illustrates this well, and it is 
appropriate that we use it because this line 
of analysis owes a great deal to Keynes’ theo- 
retical analysis. While it is generally recog- 
nized now to be entirely too simple for actual 
use, its very simplicity will better illustrate 
the logic. 

We shall use the customary terminology: Y 
is national income; C is personal consumption 
expenditures; I is capital outlays. 

(1) Y=C-+I 

(2) C—a + bY 

(3) Y=a-+ bY +1 

(4) 

1 —b 

Here national income is assumed to be equal 
to personal consumption expenditures plus 
capital outlays (equation 1). Personal con- 
sumption expenditures are in turn assumed to 
be a function of national income (equation 2, 
assumed to be a linear function). The final 
equation is merely derived from the first two, 
and is the estimating equation and shows that 
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when capital outlays are estimated (perhaps 
from the S.E.C.-Department of Commerce or 
Business Week surveys), we can calculate the 
derived value of national income. The terms 
“a” and “b” merely allow for the response of 
the economy to the level of investment—the 
exogenous component. 

It is, of course, recognized that a much more 
comprehensive and complex system of equa- 
tions is necessary if a realistic system of equa- 
cedure is to be constructed. Some fairly read- 
able illustrations of these analyses have ap- 
peared recently. 

What successes has this approach to its 
credit to date? The much maligned transition 
forecasts, among others, seem to stand as evi- 
dence that the results thus far have been 
modest. It is, nevertheless, too early to judge 
the ultimate usefulness of this approach, and 
it therefore deserves more work. The econo- 
metric method does have two very important 
virtues. It is an attempt to forecast on the 
basis of what is known about economic logic 
and economic interrelationships, expressed 
algebraically. Its objective is not a qualitative 
judgment about the future, but a precise 
quantitative estimate—a virtue which makes 
it also very vulnerable to criticism. When a 
forecast is expressed in figures, it is not so 
easy to hide behind some vague qualitative 
comment which will not prove to be wrong 
because it can be made to cut either way. 

I have not listed the interview technique 
as a separate method—i.e., asking people what 
they expect to spend. Thus far it has been 
a useful and promising supplement to other 
devices rather than a full-blown alternative. 
See the various Consumer Finance Studies 
published in the Federal Reserve Bulletin and 
conducted by the Survey Research Center, 
University of Michigan, for an expertly con- 
ducted operation along this line. 

Those of you with rather sizeable depart- 
ments would do well to expend some research 
effort on this line of analysis—not because of 
its achievements, but because of its promise. 
It is, however, essential that those working 
in this area be well-trained in economic theory 


and statistics since the method presupposes an 
expert and complex combination of the re- 
sources of both disciplines. 


Sound Judgment Method 


The “sound judgment” approach (as Klein 
calls it) thus far probably has the best batting 
average of all. Here we depend on the re- 
sponsible appraisal of the seasoned and ma- 
ture analyst. He has acquired a “feel” for 
judging the important forces playing on vari- 
ous parts of the economy. He may largely 
play by ear, but the resulting tune is very 
much worth a careful hearing. 

Unfortunately it is inevitably a bit difficult 
to describe explicitly just what constitutes the 
ingredients of a successful sound-judgment 
forecasting performance. We are all acquaint- 
ed with those whose judgments on these mat- 
ters have stood the test of time, and those 
whose judgments have not. I suspect the 
method consists basically of one assumption 
and two questions. The assumption is that 
the volume of business activity will remain 
virtually unchanged unless something is vis- 
ibly in prospect to deflect it. The questions 
are: 

1. What are these possible deflecting 
forces? 

2. What will be the size of the impact of 
these deflecting forces? 

The secret of the “sound judgment” meth- 
od, then, lies in the capacity to appraise skill- 
fully and objectively the answers to the ques- 
tions. 

All of this may seem vague and inconclu- 
sive. The statistical-indicator method has cer- 
tain logical limitations. The model or econo- 


metric method has fewer logical limitations— 
its principal weakness so far being a consider- 
able degree of unreliability in results. The best 
method seems to be to trust to the wizards 
of judgment; but the supply is scarce, and we 
are given no very reliable guide to distinguish 
between the wizard and the witch doctor. 
Conclusions 

We are, however, led to three rather im- 
portant conclusions: 

1. Since we cannot avoid forecasting, we 
had better learn all the insights we can from 
all techniques. The fact that the more syste- 
matic analytical techniques are somewhere be- 
tween the unknown and the promising stage 
means merely that here is an area where much 
more research is required, and where more re- 
search may pay dividends. 

2. No matter how successful these formal 
techniques are, we shall rue the day they are 
ever treated as substitutes for judgment rather 
than mere aids to judgment. This means, 
moreover, that in the practical world of the 
present we shall do well to edge over a bit 
further toward the judgment side. 

3. Set down and quantify assumptions. 
What are the important, special factors com- 
ing up and just what will their results be? 
What are your forecasts—in terms of figures? 
How did you come out? 

The latter is, perhaps, the most important 
step of all. Very few things are so educational 
as a careful analysis of why forecasts miss 
fire. And very few things contribute so large- 
ly to preserving that most necessary charac- 
teristic of all—the forecaster’s sense of humil- 
ity. 
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BUSINESS BRIEFS 


INTERIOR DEPARTMENT REPORT 


The Interior Department issued its annual 
report for fiscal 1950 covering such subjects 
as federal power, public lands, natural re- 
sources, Indian and territorial affairs, and re- 
search. Copies of the report may be ordered 
for $1, from the Superintendent of Docu- 
ments, U.S. Government Printing Office, 
Washington, D.C. 


CENSUS FACTS 


The mid-century edition of the Census 
Bureau’s Statistical Abstract of the United 
States is now available. Containing more than 
1,000 statistical tables, the Abstract presents 
current data on population, housing, agri- 
culture, climate, education, and labor force. 
Copies are available ($3.00 a copy) from the 
Superintendent of Documents, Washington 
25, D.C., or any Commerce Department field 
office. 


BUSINESS INVESTS $84 BILLION 
IN_FIVE YEARS 


Businessmen spent $84 billion for plant 
and equipment during the last five years, the 
Commerce Department reported. Of the total, 
44 per cent went for manufacturing facilities, 
21 per cent for utility plants, and the rest 
for mining, transportation, trade, and other 
industries. 

* * 
STEELMAKING CAPACITY 


Steelmaking capacity of the U.S. on Jan- 
uary 1 was 104,229,650 tons a year, a new 
high, the American Iron and Steel Institute 
announced. This compared with 99,392,800 
tons on January 1, 1950, and was a gain of 
22,600,000 tons, or nearly 28%, since 1940. 
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BUSINESS BIGNESS 


The Federal Trade Commission told Con- 
gress there are “different patterns of concen- 
tration” in business, which suggest different 
governmental policies in dealing with them. 
It made public a study, covering 340 manu- 
facturing industries, on “the divergence be- 
tween plant and company concentration.” 
Businessmen can buy copies from the Super- 
intendent of Documents, Washington 25, 
D.C., at 40 cents each. 


IMPORT DUTIES 

The Tariff Commission has issued the first 
supplement to its publication “United States 
Import Duties (1950)”. The original docu- 
ment was put out in August, 1950 and showed 
all U. S. import duties in effect July 1, 1950. 
The supplement brings the list up to date, 
and gives changes resulting from the with- 
drawal of certain tariff concessions negotiated 
with China and from the termination of the 
trade agreement between the U.S. and Mexico. 
Businessmen who already have the main list 
may order the supplement without charge 
from the U. S. Tariff Commission, Washing- 
ton 25, D. C. New purchasers of the original 
list must pay $2 to the Superintendent of 
Documents, Government Printing Office, 
Washington, D. C., and may then receive the 
supplement on request from the Tariff Com- 
mission. 


N.P.A. REGULATIONS 


The N.P.A. has published a booklet of 85 
questions and answers on inventory control 
and priorities. Copies are available at Com- 
merce Department field offices, or from the 
N.P.A. Information Division, Washington 25, 
D.C. 


STEEL PRODUCTION SETS NEW_ RECORD 


Production of steel in the U.S. during 1950 
set a new high at 96,713,276 net tons. It ex- 
ceeded the output of 1944, the previous record 
high, by more than 7 million tons, and was 
9 per cent greater than the peacetime record 
set in 1948, according to a preliminary report 
issued by the American Iron and Steel Insti- 
tute. 

The 1950 record was nearly 30 million tons, 
or 44 per cent, above the output in 1940 when 
production set a record to that time. Last 
year’s production exceeded 1949 output of 
77,978,176 tons by 24 per cent. 

The nation’s steelmaking furnaces were 
operated in 1950 at an average of 96.7 per 
cent of capacity, exceeding all past years ex- 
cept the three war years 1941-43. The rate 
in 1949 was 81.1 per cent of capacity. 


ORDERS TO SMALL _ BUSINESS 


The Defense Department reported to the 
President that of all its purchases in the year 
ended June 30, 1950, 73 per cent were trans- 
actions with small business firms. In dollar 
value, small business received 24.5 per cent 
of the total—$5,355 million—spent for de- 
fense orders. 


BRITISH AUTO OUTPUT 


British auto makers announced they pro- 
duced 522,515 cars and 262,702 commercial 
vehicles in 1950, 25 per cent more than in 
1949. 
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REGULATIONS 


Official texts of mobilization agency regula- | 
tions can be obtained free of charge by writing 
the Information Division of the agency in- | 
volved, Washington 25, D. C. The Federal 
Register, a Government daily publication 
available from the Superintendent of Docu- Ff 
ments, also contains full texts. 


BRITISH EXPORTS TO U.S. 


British exports to the U. S. during 1950 ie 
totaled $316,400,000, compared with $205,- | 
400,000 in 1949, the Board of Trade an- Ff 
nounced. British exports to Canada during | 
this period totaled $352,500,000 compared | 
with $295,200,000 in 1949. i 


MARKET RESEARCH 

The Commerce Department has revised 
and improved its reference book, Market Re- (iy 
search Sources. The book is designed to help “#m 
sales executives and market analysts in such fae 
tasks as locating sources of prepared data for Jie 
measuring market potentials, setting sales 
quotas, and planning advertising campaigns. [iy 
Bridging the gap between 1940 and 1950, this | 
book emphasizes postwar activities and | 
stresses scientific methods used in measuring 
consumer needs, in selecting channels of dis- 
tribution, and in adapting products to present- [ff 
day conditions. Copies are available from the $e 
Superintendent of Documents, Washington, fy 
D.C., or any Commerce Department field 
office, $2.25 a copy. 
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78 pages. 8vo. paper. price $1.50 


CLARE &. GRIPFIN, the Fred M. Taylor Professor of Business Economics in the 
School of Business Administration has written a non-technical review of his impressions 
of conditions in Britain following a six-month visit to that country. . : 

Professor Griffin remarks concerning the study, “It is concerned not so much with 
the current economic problems of that country (Beitain) as with a long tinie prognosis 

F of the rise and decline of great nations. 

country so similar to our own in language, culture and ideals, and to such a marked 
E degree having common roots with our own will be significant for a prognosis of our 
|} future, and even more as 2 basis for appraising trends that should be avoided or 
; The chapter headings are: 

"| —_'T-_— The Importance of National Psychology and Institutions 

| British National Charscter 

» The Present British National Psychology and Its Consequences 
V Other Contrasts with America ‘ 

VI An Appraisal of the Economic Future of Britain 
VII The Future of Free Enterprise In Britain — 


‘To obtain this timely study 

$1.50 with your order to: 

‘The University of Michigan Press 

.311 Maynard Street 
Ann Arbor, Michigan 
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given in this report of 2 study of white collar workers and their supervisors. The st 
recarch program the Survey Rewarch Center i conducting 

home office of a large insurance company. Ten pairs of clerical work groups, m: 
included in the analysis. The interviews were designed to reveal the supervisory praca 
‘cud iated with these productivity diff 

Results indicate that differences between high and low producing groups are relat 
to supervision. Supervisors of higher producing groupe appeared to be following @7 
different philosophy of management than supervisors of lower producing groups. Thay 
higher producing supervisors gave more attention to motivating workers, placed le 
decision making. They spent more time on supervision and less on straight p: ! 
the company. 

The report was written by Daniel Katz, Nathan Maccoby and Nancy C. More. 
SURVEY RESEARCH CENTER, a division of the Institute for Social Resear 
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